Introduction
Social relationships often underlie access to and usage of financial services. Guiso et al. (2004) argue that financial contracts are the "ultimate trust-intensive contracts" and thus social relationships that build such trust are crucial for financial development.
The accumulated level of trust within a society, often referred to as social capital, is linked to greater financial development (Guiso et al., 2004) , higher rates of growth (Knack and Keefer, 1997; Knack and Zack, 2001 ), a more resilient financial system (Lin, Levine, and Xie, 2016) , and the presence of large organizations (La Porta et al., 1997) . 2 Social capital has typically been measured using proxies for trust, trustworthiness, or association intensity, but a key dimension of various types of social capital measures is their radius (Fukuyama, 2000) . The scope of social capital within a group, and the implicit trust and trustworthiness within that group, have either a narrow or a wide radius. Those with a narrow radius, such as families, grant benefits to members of the group, but often to the exclusion of other members of the society. In contrast, social groups with a wide radius benefit a larger number of members of the society, and thus confer benefits more widely. Since different types of social groups have differing levels of trust and scope of influence, it is important to examine how those types of social capital differentially affect access to resources and welfare.
We contribute to the literature on social capital by examining how belonging to two social groups within China, the family and the ruling party, affects access to finance, and how that participation affects private welfare as measured by household consumption. 3 We emphasize at the outset that our measures of consumption are net of within-family transfers, so coefficients on financial variables are not picking up the 3 consumption effects of those transfers. 4 We exploit variation within a single country in part because, as Guiso et al. (2004) note, the use and availability of financial contracts are affected by many institutional factors that are difficult to control for in cross-country regressions. We also follow those authors in relying on participation in specific social groups as our measures of social capital rather than aggregate levels of trust and cooperation that are likely to be affected by other factors such as the quality of law enforcement. However, our context differs from theirs in that they study Italy, a country with a much higher level of private sector development than that of China. Their focus is therefore on the effect of social capital on arm's length contracting and private financial development.
In principle, our two measures of social capital could influence usage of either formal or informal credit. For example, a larger family network could provide more sources for collateral to help secure formal credit, but it almost certainly implies greater scope for informal borrowing and lending. In that sense, the narrower radius of the family network may be better suited to facilitating informal financial arrangements. In contrast, its wider radius could imply that membership in the Communist Party is more likely to improve access to formal credit, in part because the dominant share of banking sector assets remains in state-owned banks. At the same time, frequent interactions with other Communist Party members might also facilitate informal lending.
More generally, understanding how financial arrangements have supported China's remarkable rates of economic growth has generated substantial research interest in recent years. A number of papers focus on the formal financial sector and emphasize misallocation of credit toward inefficient firms. In the Chinese context, government intervention has long biased credit allocation toward state-owned enterprises (Brandt and Li 2003; Huang, 2003; Bai et al. 2006a; Li et al. 2008; Cull, Xu and Zhu 2009; Li 2003, 2011) . But even among private Chinese firms, political connections are associated with better access to credit (Choi and Zhou, 2001; and to equity markets (Francis et al., 2009) , and a growing literature indicates that government connections play a key role in explaining firm investment behavior (Chow and Fung 1998 , Héricourt and Poncet 2009 , Poncet, Steingress, and Vandenbussche 2010 , Guariglia, Liu, and Song 2011 and profitability (Choi and Zhou, 2001) .
Those findings provide a puzzle when one juxtaposes the impressive record of growth with an underdeveloped, inefficient formal financial sector. Some authors have suggested that a large share of growth is undergirded by informal financial arrangements (Allen, Qian, and Qian, 2005) , 5 though there is yet only emerging microlevel evidence to support that conjecture. 6 Our study therefore examines the effects of social capital on the use of both formal and informal credit.
Our findings contribute to two additional strands of literature. The first is the general literature on the effects of informal finance on household behavior. Existing studies focus on documenting access to informal finance, its implicit costs (Schindler, 2010) , its determinants such as trust (Turvey and Kong, 2010) , and the role of informal finance in helping people in developing countries to cope with risks and various economic shocks (Schindler, 2010; Grimard, 1997; Fafchamps and Lund, 2003) and to accumulate durables (Besley and Levenson, 1996) . Despite this voluminous literature, less is known about how access to informal finance affects consumption, which is our
focus. An exception is Li and Li (2004) who provide evidence that private lending arrangements between Chinese farmers are associated with higher levels of production and consumption, though they do not address the endogeneity of those lending arrangements, nor do they examine the heterogeneous effects of informal financing across income groups, levels of local economic development, or the contrast between rural and urban regions.
A final literature related to our work is recent studies of financial usage among Chinese microenterprises. Beck, Lu, and Yang (2014) find that informal finance, 5 Lin, Levine and Xie (2016) provide evidence that trust facilitates the provision of trade credit in times of financial crisis, especially in high-trust countries. 6 Moreover, other papers have shown that formal credit is more closely associated with firm growth than informal (Ayyagari, Demirguc-Kunt, and Maksimovic, 2010) and that financial constraints bind more tightly for private sector firms Fung 1998, 2000; Chen, 2008; Héricourt and Poncet 2009 , Poncet, Steingress, and Vandenbussche 2010 , Guariglia, Liu, and Song 2011 , especially larger ones that could best support innovation and growth in coming years (Cull, Li, Sun, and Xu, 2015 For access to finance, we rely on variables describing access to and amounts of formal and informal loans. Another advantage over other studies of finance in China afforded by our data is that we can directly compare the effects of informal finance in rural versus urban settings. And because we have information on household income and wealth, we can directly compare the consumption effects of financial usage in poor versus non-poor households. As noted above, a further advantage is that we are able to use information on household structure and social networks to construct variables to instrument for our informal finance variable, thus enabling us to better identify the causal effects of informal financial arrangements on consumption. A final advantage is that we are able to examine the effect of access to two distinct types of social capitalaccess to the traditional family-based social network and access to the modern, partybased political network-and contrast how they affect access to finance and the private welfare of households, and how those benefits differ across segments of the society.
Our main finding is robust evidence that access to informal loans significantly 7 Those authors rely on the 2009 Rural Finance Survey conducted by the National School of Development at Peking University, which covers 1,950 households in 81 rural villages in three provinces (Heilongjiang, Hunan, and Yunnan).
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increases average consumption per household member. The effects are pronounced when we instrument for informal finance using the number of siblings of the household head (and his/her spouse) as an indicator of the extent of the household's social network (i.e., our measure of narrow-radius social capital). The positive influence of social capital on use of informal finance is also especially helpful for boosting the consumption of the poor. However, while informal finance significantly increases consumption for households with few assets, it has no significant effect on the consumption of middle-and high-asset households. 8 These effects also differ across types of consumption. For example, both the daily and long-term consumption of rural households are positively associated with informal finance, though the effects are larger and more precisely estimated for long-term consumption.
In contrast, urban households seem to trade off daily consumption for long-term consumption when they receive informal loans. One interpretation is that urban households combine reduced current consumption with informal credit to pursue productive opportunities that result in higher consumption in the long term. Similar patterns have been observed in some contexts for households that receive microfinance loans (see, for example, Banerjee et al. (2015) for a review of recent evidence from field experiments). We find no significant relationships between having an extensive family network and use of formal credit.
We also find that affiliation with the Communist Party does not influence use of informal finance, though it is positively associated with use of formal credit in rural areas. That affiliation does appear to boost household consumption both in rural and urban areas, but the effects are direct rather than through credit markets. There is also evidence that the positive direct effect of party affiliation on consumption is observed primarily in lagging regions, and especially in lagging rural regions. In rural areas, those effects are reflected in daily rather than long-term consumption; in contrast, in urban regions, the party effects are reflected mainly in long-term consumption. Thus, if one views the family network and the party network as two distinct types of social capital, the positive effects of both types tend to operate in lagging regions and in rural areas.
They differ in one crucial aspect, however, in that the positive effect of the family network tends to benefit poor households, while the positive effect of the more organized and modern party network tends to benefit non-poor households.
The rest of the paper is organized as follows. Section 2 describes our data set in more detail and the variables that we construct from it, in particular those that we use to measure social capital. Section 3 provides summary statistics describing rural-urban consumption patterns and how usage of formal and informal finance varies with household characteristics. Section 4 lays out our approach to estimation and hypotheses for the explanatory variables used in our regressions. In section 5 we discuss our empirical results, while section 6 offers conclusions. We have several groups of variables that characterize a household's basic characteristics, including wealth, education, depth of social networks, and extent of political access. For basic household characteristics, we rely on the age of the household 9 head, whether he/she works, the number of children in the household (i.e., 16 years old or younger), and the number of adults of working age (i.e., between the ages of 17 and 65).
Data and Variables a. Data Set
We rely on several proxies for household wealth: (1) whether the household has farmable land (Farmable Land), 11 (2) whether the housing unit in which the household is dwelling was inherited from parents or purchased at a subsidized price from a current or former employer (Inherited Housing), 12 and (3) whether the household head is a manager in his/her place of work (Manager). The education level of the household is summarized by dummy variables indicating whether the household head graduated from high school (High School) or from a college (College).
b. Measuring Social Capital
Perhaps there are not two more distinct social groups than the family and the ruling party in China, a country that is generally considered to possess a low level of social capital (p. 708, Fukuyama, 1995) . The family has been the foundation of social interactions in China for thousands of years, and a larger family has been considered a key blessing because of the benefits it confers on its members (Cheung, 1972; Landa and Salaff, 2015; Huang, Jin and Xu, 2012) . In contrast, the modern party system in China, characterized by a large network driven by a political monopoly has had a much shorter history of less than 100 years, and thus we know less about the benefits of membership in it. However, recent literature suggests that being a member of the Communist Party in China confers important benefits to entrepreneurs in terms of access to formal finance (Bai, Lu and Tao, 2006; Li et al., 2008) .
By examining how these two very distinct social groups contribute to access to finance and affect consumption, we thus add to the literature on how various types of social capital affect microeconomic outcomes at the household level. We thus differ from the literature in examining and comparing the effects of formal and informal social capital, in allowing those effects to differ in modern cities versus traditional rural areas, and in comparing outcomes in (more modern) high-income and (more traditional) lowincome areas.
To describe the social network of a household, we rely on the number of siblings that the household head and, if applicable, his/her spouse have (Number of Siblings).
For informal financing, it is natural to first borrow from siblings, who possess intimate knowledge about one's creditworthiness. Stronger within-family altruistic instincts also compel siblings to lend at relatively low rates and when negative shocks occur. Parents can also act as enforcement agents when default or conflicts arise in a credit relationship between siblings (Cheung, 1972) . Moreover, within-family lending often acts as an informal insurance mechanism (Townsend, 1995; Gan et al. 2012) , especially where formal insurance markets are not well developed and where financial constraints are severe.
For political access, we rely on a variable that indicates whether any household members are affiliated with the ruling Communist Party. While we know of no research on how political connections facilitate household access to informal finance in China,
an emerging literature has shown that Chinese firms with strong political connections tend to have better access to bank finance (Bai et al., 2006; Brandt and Li, 2003; Cull, Li, Sun, and Xu., 2015; Li et al., 2008 ) . Table 2 offers summary statistics for our key variables. The share of households with any informal loan is 40.9 percent. The amount of informal loans is also substantial. 14 On average, households have 24.1 thousand RMB (or 3.8 thousand U.S. dollars) in informal loans. The average income of our sample households is 56,000
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RMB (or about 8,900 U.S. dollars), and average total consumption per household 13 An established literature has also shown that firms with strong political connections tend to have better access to bank finance in other developing countries (Shleifer and Vishny, 1994; Sapienza, 2004; Johnson and Mitton, 2003; Dinc, 2005; Khwaja and Mian, 2005; Claessens, et al., 2008) . 14 Our variables that are expressed in monetary terms tend to have some extreme values. To reduce the influence of outliers on our results, we winsorize in the following ways: total income, daily consumption, and long-term consumption are winsorized at the 1 and 99 percent levels. Informal loans and long-term informal loans are winsorized at 99%. The bottom 1 percent is not winsorized for those variables since many households have no informal loans and thus a substantial share of their distributions are massed at zero. member is 9,100 RMB (or 1,400 U.S. dollars). Table 3 explains the determinants of access to informal financing using regressions.
We report two sets of results. In the first, we examine the determinants of the dummy variable for access to any informal loan for urban households, rural households, and the full sample (which pools rural and urban households). We report results from a linearprobability model for ease in interpreting coefficients, though the qualitative results are very similar to those from probit or logit models. 15 In the second set of results, we examine the correlates of the log of informal loan amounts. Overall, since qualitative findings are very similar across the two sets of results, and the informal loan amount captures a more nuanced picture of informal finance, we focus our discussion here on the second set.
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On average rural households tend to borrow 53 log points more informal loans than urban households (model 4). Rural residents are likely to borrow from informal sources partly because they face more agricultural production risks and have lower average incomes. In urban areas, higher income levels and better education are associated with lower informal loan amounts (and a lower likelihood of receiving any informal loan),
suggesting that informal loans tend to serve the disadvantaged in those environments.
In contrast, in rural areas higher income is associated with higher informal loan amounts, and education is not systematically related to informal loan amounts. Rural residents, even those who are relatively well-off, thus still rely heavily on informal finance.
Households whose heads are younger borrow significantly more from informal sources, which is not surprising since younger people likely face greater information asymmetry in dealing with formal financial institutions due to their short credit histories, relatively low incomes, and greater needs for investment in human capital. The combination results in high demand for credit but more difficulty in obtaining it from formal providers. Informal finance thus provides the most viable alternative for meeting 15 This is not surprising since all approaches are consistent when estimating the average effect of explanatory variables (Angrist, 2001) . 16 There are some minor differences, however. In particular, economic/financial literacy variables tend to have less significant effects on informal loan amounts. We also note that we have examined in exploratory regressions the determinants of long-term informal finance (i.e., informal finance with maturity exceeding one year), and the results are qualitatively almost identical.
the credit needs of young households.
Since the demand for productive inputs is likely higher for households that have more working members, it is not surprising that we find a positive relationship between that variable and usage of informal finance in Table 3 . The pattern is especially pronounced for informal loan amounts in rural areas. Moreover, households with farmable land tend to borrow more in urban settings. This could be because land can be more readily used as collateral in urban settings, even in the context of informal lending arrangements.
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Importantly for this paper, the usage of informal finance is strongly influenced by the extent of a household's social network. The number of siblings of the household head and his/her spouse is significantly and robustly related to the amount of informal loans, whether in urban or rural settings. Moreover, the magnitude is very similar in both urban and rural areas, with an elasticity of about 0.46. In contrast, a household's political network, as measured by affiliation with the Communist Party, is not significantly associated with access to informal finance in Table 3 . Thus, informal social capital (i.e., the extent of the family network) has strong predictive power for access to informal finance, but formal social capital (i.e., affiliation with the ruling party) does not.
It is striking that almost none of the variables that are significant predictors of informal loan usage in rural areas in Table 3 are also significant predictors of formal loan usage in those areas in Table 4 . The one exception is the number of working age members in a household, which remains positive and significant. A key difference in the determinants of formal and informal credit usage in rural areas is the strong positive relationship between party affiliation and formal credit. This could arise because party affiliation is rarer in rural areas than in urban areas, and thus it may convey more benefits in comparison with the vast majority of rural households that lack such an
affiliation. In what follows, we examine whether the wide-radius social capital stemming from party affiliation that apparently facilitates access to formal credit thus 17 While the state officially held urban land in China, a market has been emerging, in which leases to those lands can be bought and sold (Bardhan and Edelstein, 2008) .
13
bolsters consumption.
In urban areas, some of the correlates of formal credit use are similar to those for informal credit use. For example, younger households and those with a larger number of working age members are significantly more likely to rely on both formal and informal sources of credit. However, income and education levels, and whether the household head is a manager are positively related to formal credit use, whereas they
were not positively linked to informal credit use. Importantly, neither of our proxies of social capital (the size of household social networks or affiliation with the Communist Party) is significantly related to formal credit use in urban areas. This is our first piece of evidence indicating that the allocation of formal credit is not tied to social capital in urban China as it was for Italy in Guiso et al. (2004) .
Empirical Specification and Issues for Estimating the Effect of Informal Finance
To understand the effects of access to finance, we estimate the following equation:
Here, subscripts i and c refer to household i and community c. Y is a variable measuring household consumption. As noted above, we use total consumption per capita, daily consumption per capita, and long-term consumption per capita as dependent variables in our regressions. Daily consumption, including expenditures on clothing, food, housing, transportation, and communications, captures current welfare. Long-term consumption, including expenditures on medical care, education, and training, captures longer-term welfare.
CHAR represents basic household characteristics including the age of the head, whether he/she works, and the number of children (i.e., 16 years old or younger) and adults of working age (i.e., between the ages of 17 and 65) that reside in the household.
WEALTH includes whether the household has farmable land ("Farmable Land"), whether its current dwelling was inherited from parents or purchased at a subsidized price from a (current or former) employer ("Inherited Housing"), and whether its head is a manager in his/her place of work ("Manager"). The education level of the household is summarized by two dummy variables that indicate whether the household head graduated from high school ("High School") or a college ("College"). PARTY is a dummy variable that indicates whether any of the household members are affiliated with the Communist Party. FIN represents the amount of either informal credit or formal credit (in logarithm). Because the outcome variable is continuous and the log of both forms of credit summarizes much richer variation than the dummy variables for access to credit, in the rest of this paper we rely on the continuous measures of credit use as our key explanatory variables.
If finance were randomly assigned across households, estimation based on ordinary least squares would be consistent. However, the amount of finance a household receives is systematically related to its characteristics, as shown in Tables 3 and 4 . For example, economically disadvantaged households tend to rely more heavily on informal finance than others. In particular, use of informal finance is more prevalent among households that are poorer, younger, have less education, and have more children. We must therefore address the potential endogeneity of informal credit in our regressions. It is also important to note that the OLS estimate of the effect of informal finance on consumption serves as a lower bound for the causal effect. Since informal credit use is negatively correlated with other determinants of consumption (i.e., the error term), the OLS estimate of the effect of informal finance should be biased downward.
To obtain a consistent estimate of the effect of informal finance on consumption, we therefore employ instrumental variables (IV) estimation. We provided evidence earlier that the number of siblings of the household head and his/her spouse (our narrow radius measure of social capital) was a strong and significant predictor of informal credit use. Since this variable is largely pre-determined, it is unlikely to be influenced by current access to informal finance. Moreover, since we control for detailed household characteristics in our consumption regressions, the likelihood is small that SIBLINGS is correlated with the error term. As tables using the 2SLS specification in section 5 will make clear, SIBLINGS is a strong instrument in general. The F-statistics for SIBLINGS in the IV regressions are greater than or close to 10, which indicates that we do not have a weak instrument problem (Angrist and Pischke, 2009 Table 4 showed that formal credit use is also systematically related to household characteristics, and thus the endogeneity of that variable is a valid concern for our consumption regressions. While party affiliation (our wide radius measure of social capital) is strongly linked to formal credit use, it would not be a good candidate for use as an instrument. It would be implausible to argue that party affiliation affects household consumption only through its effects on access to formal credit, and thus party affiliation does not satisfy the exclusion restriction. Rather than use party affiliation as an instrument for formal credit use in the consumption regressions that follow, we therefore use it as an additional control. To the extent that the coefficient for formal credit use is positive and significant, and its inclusion substantially reduces the explanatory power associated with the party affiliation variable, it would suggest that a large share of the consumption benefits of party affiliation work through formal credit access. In this way, we could provide some evidence suggesting that the wide-radius social capital derived from party affiliation has some positive effects on access to formal credit (and the consumption levels of affiliated households). and rural samples, respectively. Usage of informal loans is positively and significantly associated with consumption per capita in all three samples, though the coefficient is substantially smaller in the urban sub-sample. Informal credit, therefore, plays a more prominent role in rural areas than in urban areas. This is consistent with the notion that informal credit is more effective in regions in which close relationships between people within low-radius social groups are more important. In those areas the need for informal financial arrangements can be acute because incomes tend to be lower, their variability higher, and formal finance is less developed. As discussed earlier, the OLS estimates represent a lower bound on the causal effect because of the negative correlation between informal credit and the error term. Those estimates indicate that the elasticity of informal finance is at 0.01 for the pooled sample (model 1), and 0.014 for rural households (model 3).
Empirical Results

5a. Effects of Informal Finance on Consumption
Perhaps as interesting, holding household structure, income, and age constant, households that have an affiliation with the Communist Party tend to have significantly higher consumption levels in both rural and urban regions, but the effect is stronger in rural regions. As noted, the higher premium associated with party membership in rural regions could stem from stronger connections to local political elites in more sparsely populated areas, and a more limited number of Party members. In models 4-6, we introduce the (log of) formal credit use variable to the OLS regressions. The formal credit coefficient is positive and significant, but the results for all other variables are very similar to those in models 1-3. In particular, the coefficients for Communist Party affiliation remain highly significant and almost identical in magnitude. The pattern suggests that access to a powerful wide-radius social group does yield private benefits at the household level throughout China, especially in rural areas, though its influence does not work through credit markets. Because formal credit is potentially endogenous and because its inclusion does not alter our main results regarding party affiliation, informal credit use, and household consumption, we do not include it in the robustness checks that follow. But we have attempted in all sensitivity checks to also include log formal loan amount, and the qualitative results tend to be similar (results not reported).
To address the potential endogeneity of informal credit, we instrument for (log of) the amount of informal loans using SIBLINGS. Table 6 reports the two-stage-leastsquare results. Columns (1) to (3), our base specification, do not control for the log of amount of formal loans due to concern about its endogeneity and the lack of a proper instrument for it. However, columns (4) to (6) add this variable as a robustness check to ensure that our 2SLS results are robust. Since inclusion of the log of formal loan amounts results in little change in key results, our discussion focuses on the first three columns.
The amount of informal credit maintains a positive and significant relationship with consumption per capita in the pooled and rural samples in the 2SLS regressions, but not in the urban sample. In addition, the magnitudes of the informal finance coefficient are much larger than in the OLS regressions. Again, this suggests that usage of informal loans is negatively associated with unobservable factors that explain consumption, which makes sense since poorer households with low and variable incomes tend to resort to informal networks for support. According to the 2SLS estimates, increasing the amount of informal loans by 10 percent allows a rural household to increase its average consumption by 1.7 percent (Table 6 , model 3).
How other variables affect average consumption is also informative. Not surprisingly, higher incomes are associated with higher consumption levels. Even holding income constant, rural households consume 35 percentage points less than urban households. A key reason for lower rural consumption is lower expenditures on housing by rural households than by urban ones . Households with more children and more working members tend to have lower consumption. This could be partly tied to economies of scale in consumption due to the sharing of fixed costs.
Perhaps surprisingly, households with farmable land tend to have lower consumption levels. In urban regions this could be because those households tend to be comprised of rural residents (i.e., without an urban hukou) that are living in cities.
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Interestingly, households whose heads work for the government tend to have lower consumption levels in urban areas but higher levels in rural areas. Urban residents working for the government in cities tend to enjoy more housing and other in-kind subsidies, however, which could reduce their reported monetary consumption values.
Rural residents working for the government tend to hold lower-level government jobs, and in general, receive little or nothing in terms of housing subsidies.
Young households tend to consume more, perhaps due to a high level of initial 19 Why households in rural areas with farmable land have lower consumption levels than others is harder to understand, though the coefficient is smaller (in absolute value) than that for households in urban areas. One interpretation could be that such households are more tied to agricultural activities than to jobs in manufacturing and services.
needs (e.g., to buy a first suit, conspicuous consumption to attract mates, spending on dates, human capital investment). Relative to households whose heads have lower levels of education, those with high school educated (college educated) heads have consumption levels 11-12 (21-24) percentage points higher in urban areas; education matters much less for consumption in rural areas.
5b. The Effect of Informal Finance on Consumption: By Asset Group
The poor are more likely to face financial constraints and, as shown earlier, they rely more heavily on informal financing. The same access to informal finance may therefore have stronger effects on poor households' consumption levels. To test this, we classify households by their levels of net assets, which is defined to be total household assets minus total household liabilities. We use that variable to divide our sample into thirds corresponding to low, middle, and high levels of net assets. In general, poorer households rely more heavily on informal finance: the shares of households with informal loans are 41, 46, and 33 percent for the low-, middle-, and high-asset groups.
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To investigate whether the poor benefit more from access to informal finance, we present both OLS and 2SLS consumption regressions for each asset group in Table 7 .
Only the poor appear to benefit significantly from access to informal finance in terms of consumption. The coefficients for the informal loan variable are never significant at the 5 percent level for either the middle or the top asset group in Table 7, while that for the low asset group is positive and highly significant. After instrumenting, the positive effect of informal finance is much larger for households with fewer assets (model 4). Increasing the amount of informal loans by 10 percent would increase the consumption level of a poor household by 2 percent. The results thus lend support to the conjecture that the poor are much more financially constrained, and that access to informal finance substantially improves their welfare (as measured by consumption).
Interestingly, the 2SLS models indicate that only the households in the middleasset category benefit from party affiliation. That coefficient is marginally significant in model 5 and indicates that party affiliation boosts a household's consumption by around 6 log points. This suggests that access to the formal party network is insufficient to improve the consumption of poor households, and that reaching a certain threshold of resources may be necessary for such access to be effective. The insignificance of the party affiliation variable for high-asset households is less surprising: they likely have sufficient resources and other connections so that access to party connections does not add much in terms of consumption.
21
5c. The Effect of Informal Finance on Consumption: By Level of Development
A growing literature emphasizes that the effectiveness of market-supporting institutions depends critically on a country's level of development (McMillan and Woodruff, 2002; Allen, Qian and Qian, 2005; Cull and Xu, 2005) . Access to formal finance and its effects on households, for instance, depends critically on the supporting institutions of the legal system, which are crucial in providing incentives for debtors not to default. Similarly, the effect of access to informal finance depends on how constrained the residents are in having access to formal finance, which again depends critically on the level of development (Ayyagari, Demirguc-Kunt and Maksimovic, 2010) . It is thus natural to see how the effects of informal financing on consumption differ by the level of development, which varies greatly across Chinese regions (Cull and Xu, 2005) . To this end, we split our sample based on the level of provincial GDP per capita. Households in provinces with an average income above the median province are sorted in the 'high GDP' group. The others comprise the low GDP sample.
Access to informal loans is strongly linked to per capita consumption, but only in low-income regions, both for the pooled and for the rural samples (see 2SLS models in Table 8 ). The effects are especially pronounced in rural areas of the poor provinces, where the elasticity of consumption with respect to informal loans is 0.21. An interpretation is that financial transactions in lagging regions depend more on personal relationships rather than on market-based arm's length contracting, and as a result, the effects of personal social networks are more powerful than in other locations.
Equally intriguingly, the effect of party affiliation on household consumption is 21 We have also examined the robustness of the results when we further control for the log of formal loan amounts. The qualitative results tend to be similar. A slight change is that informal loans have a marginally significant effect on consumption for the middle-asset group (at the five percent level), though the magnitude remains similar (0.065 versus 0.045 in Table 7 , model 5).
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much more pronounced in the lagging regions: for the pooled sample, the party effect in lagging regions is almost twice that in rich regions. Moreover, when we estimate that effect separately for urban and rural regions, the positive coefficient is robustly significant only in lagging economic areas, and more so in poor rural areas. Thus, access to the ruling party network appears to have especially strong payoffs in lagging rural areas.
5d. Effects of Informal Finance on Components of Consumption
The richness of the CHFS data allows us to decompose consumption into two components: daily consumption (expenditures on food, clothing, necessities, rent, housekeeping, transportation, and communications), and long-term consumption (expenditures on health care and education). Distinguishing between them is important because, while daily consumption is more or less 'pure' consumption, long-term consumption has a much stronger connection to investment, which can improve future consumption. Tables 9 and 10 report regression results that use daily consumption and long-term consumption, respectively, as the dependent variable.
In general, informal loans do not appear to affect daily consumption in rural areas (see 2SLS results in Table 9 ). However, informal loan amounts are associated with significantly reduced daily consumption levels in urban regions. Increasing informal loans by 20 percent leads to a reduction in daily consumption by 1 percent.
Interestingly, party affiliation is robustly associated with higher daily consumption levels, but only in rural regions.
In sharp contrast, informal finance significantly facilitates long-term consumption (see Table 10 ). Increasing the amount of informal loans used by a household by 10 log points (i.e., 0.1) would increase long-term consumption by 4 log points in both urban and rural areas in the 2SLS models. In contrast to the patterns for daily consumption, party affiliation is associated with significantly higher long-term consumption levels only for urban residents. Thus, rural residents must resort to informal loans for longterm welfare, while urban residents are able to rely on both the party affiliation network and informal loans based on social relationships to support their long-term 21 consumption.
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Conclusions
Using a new, large, and representative household finance data set for China, we examine how access to informal finance affects household consumption. We pay particular attention to how participation in two distinct social groups, the family and the Communist Party, affects access to finance and consumption. We first document that use of informal credit is more prevalent among economically disadvantaged households in general, but especially among households with more extensive private social networks. Use of credit from formal sources is not strongly linked to the extent of private social networks, though it is positively linked to affiliation with the Communist Party for rural households.
We then present evidence that access to informal finance significantly increases households' consumption, especially their long-term consumption. For rural households, only long-term consumption increases with access to informal finance; for urban households, daily consumption drops while long-term consumption increases with access to informal finance. We address the potential endogeneity of informal finance using the number of siblings of the household head (and his/her spouse) as an instrument. We confirm that having a more extensive family network enables greater access to informal credit. Consistent with our priors, the instrumental variable estimates of the effect of informal finance on consumption are positive, significant and substantially larger than the OLS estimates.
We also find that affiliation with the Communist Party is positively associated with consumption, though the result is more pronounced for daily consumption in rural areas and long-term consumption in urban areas. The effects of party affiliation on consumption appear to work independently of its effects on access to formal credit, however. In that sense, the social capital associated with party affiliation does not seem to influence formal credit markets to promote household welfare. Our results also indicate that a more extensive family network boosts access to informal finance and 22 In the models in both Tables 9 and 10 , controlling for the log of formal loan amounts produces results qualitatively very similar to those presented. is not yet evident in China. To this point, the narrow-radius social capital associated with family social networks remains the most effective means of improving and smoothing household consumption. * p < 0.1, ** p < 0.05, *** p < 0.01. The instrument for informal loan is the number of siblings of the household couple. 
